
to access and develop foreign markets,
and to jump trade barriers. FDI in frozen
potatoes is also driven by a need for a
cost-effective, stable, and adequate supply
of frozen potatoes to meet the demands of
a growing worldwide QSR sector. 

Decisions about where and how much to
invest also depend on factors specific to
host countries. First, a host country must
have large markets for frozen potato prod-
ucts, or markets with excellent growth
potential. Second, a host country must
have the ability to produce ample supplies
of processing potato varieties at a compet-
itive cost, along with the infrastructure
necessary to support the movement and
storage of both raw potatoes and finished
products to and from processing locations.
Finally, factors such as a host country’s
economic and political stability are likely
to affect investment decisions. Expansion
of processing plants around the world in
recent years is testimony to increasing
FDI in the frozen potato industry.

FDI & Exports

As FDI and globalization of production
increase, they are likely to affect global
trade in frozen potato products. The rela-
tionship between exports and FDI is influ-

enced by factor productivity and cost, as
well as monetary and fiscal policies in the
home country and host countries. Addi-
tionally, the relationship between exports
and FDI depends on characteristics of the
host country (e.g., gross domestic product
and resource endowments, per capita
income, infrastructure, and markets),
industry or product (e.g., size, structure,
concentration, and inputs), and the risks
associated with trade and/or investments.

Analysis of the relationship between FDI
and exports in the U.S. processed food
industry provides mixed conclusions. One
study found evidence that exports may
serve as a precursor to FDI. Another
study, which explored the relationship
between exports and FDI for six food
manufacturing firms, found three dis-
parate patterns among firms, suggesting
that the export-FDI relationship is
ambiguous. A third study, using processed
food industry data from the countries of
the Organization for Economic Coopera-
tion and Development, showed substi-
tutability between FDI and exports.

Although lack of data on FDI in the
frozen potato industry inhibits strong con-
clusions about the nature of the relation-

ship between exports and FDI, the rela-
tionship appears ambiguous and may
change over time and across countries. In
the short run, FDI may complement
home-country exports because foreign
production may enable companies to
lower transaction costs and open even
more new markets for their products. Pro-
ducing frozen potato products locally in
foreign countries may initially stimulate
demand in those countries by helping to
introduce the product to consumers. If
demand for the product increases beyond
what can be produced locally, it could
boost exports from the parent companies’
home country.

In the long run, however, FDI may
replace home-country exports if local pro-
duction increases sufficiently to satisfy
local demand. This may occur as world-
wide markets mature and worldwide pro-
duction capabilities improve. 

Charles Plummer (202) 694-5256 
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Shiva Makki (202) 694-5316
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Find more information on the ERS
Potatoes briefing room
www.ers.usda.gov/briefing/potatoes
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